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Retirement Basics

An Overview of the Retirement     
Planning Process

Presenter
Presentation Notes
Good <MORNING, AFTERNOON, EVENING> and welcome. My name is <YOUR NAME>, and I represent <FIRM NAME>. 

In this retirement planning presentation, we’ll take a look at some general retirement planning concerns, considerations, and strategies. While there’s no such thing as a “one size fits all” retirement plan, this overview should assist you in thinking about your own retirement needs, and may help you  determine whether you could benefit from working with a financial planning professional.





When You Imagine Your Retirement, 
What Do You See?

Presenter
Presentation Notes
When you close your eyes and imagine your own retirement, what do you see? Most of us imagine retirement as a happy time, a reward for a lifetime of hard work, full of possibility and potential. Many of us look forward to pursuing hobbies and traveling, while others may see the opportunity to go back to school or to start a new career or business.

We have good reason to see retirement in a positive light. After all, Americans are living longer, healthier lives than ever before. In fact, for some of us, retirement will make up a full third of our lives. Of course, this means that our retirement assets will have to do more for us over a longer period of time.

This makes planning for our retirement essential.  



The Retirement Planning Roadmap

Start Now

Tax- 
advantaged 
Retirement 

Vehicles

Investment 
Considerations

Protecting 
Against Undue 

Risk

Implement 
Plan

Annuities
Basic 

Questions

Crunching 
Numbers

Presenter
Presentation Notes
If you were going to drive across country, you wouldn’t just get into your car and start driving, would you?  Of course not. You’d map out your trip and spend time packing and preparing.  Nevertheless, a remarkable number of people don’t take the time to map out the 30 years or more that it can realistically take to achieve their retirement goals.

We’re going to spend the next 25 minutes or so talking about how you go about establishing a plan for retirement. It may help if you think of retirement as a destination, and your plan as a roadmap that will get you there. In constructing the roadmap, we’ll talk about why it’s so important that you start planning now. <CLICK> We’ll help you think about the answers to some basic questions: What kind of retirement lifestyle do you want? When do you want to retire? How long do you expect retirement to last?

<CLICK> We’ll also talk about how to come up with an investment plan by crunching some numbers  <CLICK> the role of tax-advantaged retirement vehicles, <CLICK> annuities, <CLICK> some general  investment considerations <CLICK> how you can protect your plan against undue risk, and finally, plan implementation. At the end, if you connect the dots, <CLICK> you have your roadmap.



Start Now



 

Don’t put off planning and investing for retirement


 

The sooner you start, the longer your investments have to grow


 

Playing “catch-up” later can be difficult and expensive

$3,000 annual 
investment at 6% 
annual growth, 
assuming 
reinvestment of 
all earnings and 
no tax

$0.00
$100,000.00

$200,000.00
$300,000.00
$400,000.00

$500,000.00
$600,000.00

$700,000.00
$800,000.00

20 23 26 29 32 35 38 41 44 47 50 53 56 59 62 65

Beginning at age 20 Beginning at age 35 Beginning at age 45

$679,500

$254,400
$120,000

This is a hypothetical example and is not intended to reflect the actual performance of any investment.

Presenter
Presentation Notes
Many people assume they can hold off saving for retirement and make up the difference later. But this can be a very costly mistake.

The further off retirement is, the more time your investments have the potential to grow. Waiting too long can make it very difficult to catch up, and only a few years can make a big difference in how much you’ll accumulate.

<CLICK> For example, invest $3,000 every year starting when you’re 20 years old and, if you retire after age 65, you will have accumulated almost $680,000 (assuming a 6% annual growth rate and no tax). <CLICK> If you wait until age 35 and start saving $3,000 annually, you’ll accumulate only about $254,000. <CLICK> And, if you wait until age 45 to start saving, you’ll accumulate only about $120,000 by the time you retire.

This doesn’t mean there’s no hope if you’re 50 years old and you haven’t set aside anything for retirement yet. It just makes it all the more important that you implement a plan today.



Basic Considerations



 
What kind of retirement 
do you want?



 
When do you want to 
retire?



 
How long will retirement 
last?

Presenter
Presentation Notes
Before you can start planning for your retirement, you need to ask yourself three basic questions:

What kind of retirement do you want to plan for?
When do you want to retire?
How long will retirement last?

Let’s look at how to go about answering these questions.



Basic Considerations--What Kind of 
Retirement Do You Want?



 
Financial independence 



 
Freedom to travel, 
pursue hobbies



 
Ability to live where you 
want (e.g., in current 
home, vacation home)



 
Opportunity to provide 
financially for children 
or grandchildren

Presenter
Presentation Notes
A few minutes ago I asked you to close your eyes and picture your own retirement. Let’s carry that thought forward a little.

Whether you pictured yourself on a golf course, a yacht, a hammock, or simply in your own living room, many of you probably imagined some degree of financial independence. Certainly, few of us imagined ourselves as a financial burden to those we love. 

To a large extent, maintaining financial independence in retirement depends upon the lifestyle we want. Can you describe the retirement lifestyle you’d like? Does it include extensive travel? Do you imagine yourself living in your current home, downsizing to a smaller home, or perhaps purchasing a vacation home?

Would you like the opportunity to provide financially for children or grandchildren, or even your own parents, during your retirement years?

In a moment we’ll look at how you might go about determining the cost of the retirement you want, but first, let’s look at other basic factors that will impact your calculations.  









Basic Considerations--When Do You 
Want to Retire?



 
The earlier you retire, 
the shorter the period of 
time you have to 
accumulate funds and 
the longer those dollars 
will need to last



 
Social Security isn’t 
available until age 62



 
Medicare eligibility 
begins at age 65

Presenter
Presentation Notes
Have you thought about when you’d like to retire?

It’s important, because the earlier you retire the shorter the period of time you have to accumulate funds, and the longer the period of time those dollars will need to last.

<CLICK> Although you can retire anytime, most people wait until they’re eligible for Social Security retirement benefits. You can’t start receiving Social Security benefits until age 62, and the earliest you can receive full Social Security retirement benefits is age 65 to 67, depending on the year you were born. 

<CLICK> Also, you’re not eligible for Medicare health coverage until age 65, so if you want to retire before then, you’ll want to plan for private health insurance.



Basic Considerations--How Long Will 
Retirement Last?



 
Average 65-year-old 
American can expect to 
live another 18 years*



 
Average life expectancy 
is likely to continue to 
increase



 
Retirement may last 25 
years or more

* National Vital Statistics Report, Vol. 54, No. 19, June 28, 2006

Presenter
Presentation Notes
As we just discussed, the earlier you retire, the longer the period of time your funds will need to last. But how long should you plan on your retirement lasting? 

According to the National Vital Statistics Report for June, 2006, the average 65-year-old American can expect to live for another 18 years.

<CLICK> Keep in mind as well that life expectancy has increased at a steady pace over the years, and is expected to continue increasing. According to the U.S. Census Bureau, the segment of the older population that grew most rapidly in the 1990s was individuals age 85 and older. In fact, in the year 2000, the census reported over 50,000 Americans over age 100. (U.S. Census Bureau, The 65 Years and Over Population: 2000, Census 2000 Brief.)

<CLICK> The point I want to make is that, for many of us, it’s not unreasonable to plan for a retirement period that lasts for 25 years or more.



Crunching the Numbers



 
Estimate retirement 
expenses



 
Estimate retirement 
income



 
Identify the “gap”



 
Calculate your 
retirement investment 
goal



 
Account for inflation

Presenter
Presentation Notes
Now that we’ve talked about the type of retirement lifestyle you want as well as your general timeframe, it’s time to crunch some numbers to estimate the amount of money you’ll need to make it all happen. 

First, we’ll discuss how to estimate your future retirement expenses. Then we’ll talk about projecting your retirement income. This will allow you to identify your retirement income shortfall, or “gap.” 

Accumulating enough funds to close this “gap” is your ultimate investment goal. We’ll talk about how, by making some assumptions, you can calculate exactly how much you’ll need to accumulate.

Finally, we’ll talk briefly about the impact that inflation will have on your calculations and your plan.

 



Crunching the Numbers--Estimating 
Retirement Expenses



 

“Rules of thumb” (e.g., you’ll 
need 60 to 90% of pre- 
retirement income) are easy 
but too general



 

Think about how your actual 
expenses will change     
(e.g., mortgage may 
decrease, healthcare costs 
may increase)



 

Include estimates for special 
retirement pursuits         
(e.g., travel, hobbies)

Presenter
Presentation Notes
Let’s start with estimating expenses. 

You’ve probably heard some general rules of thumb. For example, you may have heard that you should plan on needing somewhere between 60 and 90% of your pre-retirement income when you retire.  Using such a rule of thumb is easy, but often not very helpful. Instead of basing your estimate of expenses on a percentage of your income, <CLICK> focus on your actual expenses today and think about how they will increase or decrease by the time you retire. <CLICK> Additionally, if the retirement you want to plan for includes extensive travel or hobby activity, this is the time to associate a corresponding dollar cost.

Obviously, the further away from retirement you are, the more difficult it is to make an accurate projection.  Nevertheless, you should detail every potential expense that you can think of.  In listing your expenses, here are some things to consider:

Your housing costs may decrease if you will have paid off your mortgage by the time you retire
You’ll probably pay less in overall taxes--specifically income taxes and social security taxes--once you stop receiving a paycheck
You’ll probably eliminate some costs associated with your current job (for example, commuting, clothing, dry cleaning)
You’re likely to pay more in healthcare costs, particularly if you retire before you qualify for Medicare
You’re likely to pay more in general entertainment expenses like dining out
And, depending on the age of your children and/or your parents, you may want to estimate and include projected costs for their support, education, health care, and/or housing as well.




Crunching the Numbers--Estimating 
Retirement Income

The three-legged 
retirement income stool:


 
Social Security



 
Traditional employer 
pension



 
Individual savings & 
investments

An individual born in 1957 who currently earns 
$70,000 can expect to receive roughly $22,000 
each year (today’s dollars) in Social Security 
retirement benefits at full retirement age.*

*www.ssa.gov Quick Calculator

Presenter
Presentation Notes
Now let’s consider how much annual income you can count on during retirement. 

Traditionally, retirement income has been described as a “three-legged stool” comprised of Social Security, traditional employer pension income, and individual savings and investments. With fewer and fewer individuals covered by traditional employer pensions, though, the analogy doesn’t really hold up well today. 

Everyone here should be receiving a statement from the Social Security Administration each year that estimates your retirement benefits based on your earnings record. If you haven’t received a benefits estimate, you can request one on Social Security’s website. You want to pay attention to your benefit estimate for a couple of reasons--to make sure that the information Social Security has is accurate, and to understand how much you can expect to receive in retirement benefits. 

The good news is that Social Security will provide a monthly benefit each and every month of your retirement, and the benefit will be periodically adjusted for inflation, which we’ll talk about in a moment. The bad news is that, for most of us, Social Security alone isn’t going to support the retirement we imagine for ourselves. <CLICK> For example, the quick calculator on Social Security’s website tells us that an individual born in 1957 who currently earns $70,000 a year can expect to receive somewhere in the neighborhood of $22,000 annually at full retirement age, which in this case would be 66 and 6 months. Of course, your actual benefits will depend on your work history, earnings, and retirement age. The point is that Social Security will probably make up only a portion of your total retirement income needs.

With fewer and fewer individuals covered by a traditional employer pension plan, that leaves just one other leg of the stool for most of us to rely on – our individual savings and retirement investments.



Crunching the Numbers--Identifying 
the “Gap”



 
Compare projected 
annual retirement 
income and expenses



 
“Gap” represents 
additional annual 
retirement income 
needed

Estimated 
annual 

expenses 
in 

retirement

Estimated 
annual 
income in 
retirement

Additional 
annual 
income 

needed in 
retirement

$50,000 $20,000

$30,000

Presenter
Presentation Notes
Let’s pause for a moment to try to tie some of this together. <CLICK> We’ve talked about estimating annual expenses in retirement, and <CLICK> we’ve talked about estimating annual income in retirement. With very few exceptions, most of us are going to find that there’s a significant gap between what we think we’re going to have for retirement income each year, and what we think we’re going to need each year. 

<CLICK> This gap represents the amount of additional income that we’re going to need to make up through savings and investments. For example, if we estimate that we’re going to need <CLICK>$50,000 each year to have the retirement lifestyle we want, but project that we can count on Social Security to provide only <CLICK>$20,000 each year, we’ve got a <CLICK>$30,000 shortfall. And if we’re planning for a retirement that lasts 25 years, we’ll need $30,000 each year for 25 years--a total of $750,000.






Crunching the Numbers--Calculating 
Your Retirement Investment Goal


 

Primary investment goal: accumulate enough money by the 
time you retire to satisfy your projected shortfall for entire 
retirement period



 

Factor in reasonable rate of return for untapped funds

A $384,000 lump sum 
at retirement would 
allow you to draw 
$30,000 each year for 
25 years, if you 
assume that your 
untapped funds will 
grow at 6% per year

$0.00
$50,000.00

$100,000.00
$150,000.00
$200,000.00
$250,000.00
$300,000.00
$350,000.00
$400,000.00
$450,000.00

0 2 4 6 8 10 12 14 16 18 20 22 24

Retirement Year

This is a hypothetical example and is not intended to reflect the actual performance of any investment.

Presenter
Presentation Notes
Your retirement investment plan should have one primary goal: accumulate enough assets by the time you retire to satisfy your projected income shortfall for all the years of your retirement. But how do you determine the amount you need to accumulate?

Actually, once you quantify your income shortfall for each year of retirement, and you know how long a retirement period you want to plan for, it’s a straightforward financial calculation. Keep in mind that, even though you’ll be drawing from your investment fund each year of retirement, the remaining funds will still be working for you and hopefully growing.  So, you need to assume a reasonable rate of return--i.e., the rate at which you believe your untapped investments will grow. Remember, though, that this is an estimate only and there are no guarantees--your investments could actually lose money.

For example, let’s say that I determine that I’m going to need an additional $30,000 for each year of my retirement, and I want to plan for a 25 year retirement period. If I assume that my unused retirement funds will grow at 6% each year, I’ll need approximately $384,000 at the time I retire.

How you go about building that lump sum is the subject of the remainder of our discussion. Before we move on to that, however, we have one more number-crunching topic to discuss--inflation.  





Crunching the Numbers--Account for 
Inflation


 

Inflation reduces the purchasing power of today’s dollars


 

Average annual rate of inflation is 3% over last 20 years 
(Source: U.S. Department of Labor consumer price index data)

$0.00
$50,000.00

$100,000.00
$150,000.00
$200,000.00
$250,000.00
$300,000.00
$350,000.00
$400,000.00
$450,000.00

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29

Nominal Dollars Inflation Adjusted

$395,000

$169,000

• $5,000 invested 
annually

• 6% rate of 
return

• 3% annual 
inflation 

Presenter
Presentation Notes
Inflation has the effect of reducing the purchasing power of your dollars over time. According to the U.S. Department of Labor, the average annual rate of inflation over the past 20 years has been approximately 3%.  At 3% annual inflation, something that costs $100 today would cost $181 dollars in 20 years.

In all the calculations we’ve discussed so far, we’ve ignored inflation. However, when we’re talking about our retirement lifestyles, what we’re really concerned with is the purchasing power of our retirement investments. That means adjusting our calculations to reflect the impact of inflation. And that impact can be significant.

For example, let’s say that you invest $5,000 each year for 30 years. <CLICK> If your investments grow at 6% annually, you’ll end up with about $395,000. Now, assume 3% annual inflation.  This means that each annual contribution of $5,000 is actually worth less in terms of today’s dollars. It also means that your investment growth is only outpacing inflation by 3%. <CLICK> In our example, after 30 years, your $395,000 only has the purchasing power of $169,000 in today’s dollars. 




Tax-Advantaged Savings Vehicles



 
Tax deferral can help 
your money grow



 
Take full advantage of 
401(k)s and other 
employer-sponsored 
retirement plans



 
Contribute to a 
traditional or Roth IRA if 
you qualify

Presenter
Presentation Notes


Probably the best way to accumulate funds for retirement is to take advantage of special tax-deferred retirement savings vehicles.

401(k) plans and other employer-sponsored retirement plans can be very powerful savings tools because your contributions come out of your salary pretax, reducing your current taxable income, and grow tax deferred until withdrawn (withdrawals made prior to age 59½ may be subject to an additional 10% penalty tax). 

You may also be able to make Roth 401(k) contributions. Unlike pretax contributions, Roth 401(k) contributions don’t provide you with an immediate tax savings, but they allow you to make withdrawals completely free from federal income taxes under certain circumstances. 

Finally, 401(k) plans often include employer-matching contributions which should make them your first choice in saving for retirement.

Traditional IRAs, like 401(k)s, feature tax-deferred earnings growth and can lower your current taxable income if you qualify to make tax-deductible contributions. And like a 401(k), funds aren’t taxed until they’re withdrawn, and may be subject to an additional 10% penalty tax if withdrawn before age 59½.  Like Roth 401(k)s, Roth IRAs don't permit tax-deductible contributions, but they allow you to make completely tax-free withdrawals under certain conditions. 

We’re going to spend a few minutes looking at the impact tax-deferred growth can have, and then we’ll talk about 401(k)s, traditional IRAs, and Roth IRAs in more detail.





Tax-Advantaged Savings Vehicles-- 
The Value of Tax Deferral

• $10,000 invested 
in Year 1

• 6% annual 
growth rate

• 28% tax bracket

• Taxes paid with 
account assets

Taxable vs. Tax-Deferred Growth
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Taxable Investment Tax-Deferred Investment

$57,435

$35,565

This is a hypothetical example and is not intended to reflect the actual performance of any specific investment. Investment 
fees and expenses, which are generally different for taxable and tax-deferred investments, have not been deducted. If they 
had been, the results would have been lower. The lower maximum tax rates on capital gains and qualifying dividends would 
generally make the taxable investment more favorable than shown in this chart.

Presenter
Presentation Notes
Let’s assume you have $20,000 to invest. You put $10,000 into a taxable account that earns 6% per year, and use a portion of these assets to pay taxes attributable to the account’s earnings. You put the other $10,000 into a tax-deferred account such as a 401(k) that also earns 6% per year. Assuming that you’re in the 28% tax bracket, in 30 years your taxable account will be worth about $35,500, while your tax-deferred account will be worth over $57,000. That’s a difference of over $21,000.

Even if the funds invested in the tax-deferred account are subject to federal income tax upon withdrawal--as they would be if you made pretax contributions to a 401(k)--you would come out ahead. This is true even if you took the entire amount in the tax-deferred account as a lump-sum distribution after 30 years and paid tax on the full amount (at 28% tax, you’d end up with a little over $41,000). Of course, most individuals draw on their retirement savings gradually during their retirement years--when they may be in a lower tax bracket--rather than taking a large lump-sum distribution.

Let’s look more closely now at IRAs and 401(k)s.



Tax Advantaged Savings Vehicles-- 
IRAs


 

Traditional IRAs and Roth 
IRAs



 

You can contribute up  to 
$5,000 (2008) 



 

Individuals age 50 or older 
can make additional 
“catch up” contribution of 
$1,000



 

Tax-advantaged features


 

Wide range of investment 
options



 

Different qualifications 
and characteristics

(indexed for inflation after 2008)


 

Additional catch-up amount for IRA owners age 50 and older



 

Normal contribution limit (indexed for inflation after 2008)

Presenter
Presentation Notes
An individual retirement arrangement (IRA) is a personal savings vehicle that offers specific tax benefits. Even if you're contributing to a 401(k) or other employer-sponsored retirement plan, you should consider an IRA as well.
�We’re going to discuss two types of IRAs: traditional IRAs and Roth IRAs. <CLICK> Both allow you to contribute up to $5,000 in 2008. <CLICK> Individuals age 50 and older can also make additional "catch-up" contributions. These folks can put $6,000 into their IRAs for 2008. Contribution amounts will increase for upcoming years. 

<CLICK> Both traditional and Roth IRAs feature tax advantages. <CLICK> And, both give you a wide range of investment choices. <CLICK> However, there are important differences between these two types of IRAs, including the specific tax benefits and the qualifications to contribute. You must understand these differences before you can choose the type of IRA that's best for you.




Tax Advantaged Savings Vehicles-- 
IRAs



 

Must have taxable 
compensation and be under 
age 70½



 

Contributions deductible? 
Depends on:


 

Whether you’re covered 
by an employer- 
sponsored retirement 
plan



 

Income and filing status


 

Funds grow tax deferred

Traditional IRA



 

Ability to contribute depends 
on income and filing status 



 

All contributions are after tax 
(no deduction)



 

Funds grow tax deferred

Roth IRA

Presenter
Presentation Notes
Practically anyone can open and contribute to a traditional IRA. <CLICK> The only requirements are that you have taxable compensation and be under age 70½. The question is whether or not you can deduct your contribution. 

<CLICK> If neither you nor your spouse is covered by a 401(k) or other type of employer-sponsored retirement plan, you can generally deduct the full amount of your annual contribution. If one of you is covered by such a plan, your ability to deduct contributions depends on your modified adjusted gross income and your income tax filing status. You may qualify for a full deduction, a partial deduction, or no deduction at all. 

<CLICK> Not everyone can contribute to a Roth IRA, however. Roth IRA contributions are phased out for individuals with higher incomes--whether you can make a full contribution, a partial contribution, or no contribution depends on your modified adjusted gross income and your income tax filing status.

<CLICK> Unlike a traditional IRA, all contributions to a Roth IRA are made with after-tax dollars--you don’t get a deduction for your contributions.

<CLICK> With both traditional and Roth IRAs, funds grow tax deferred.



Tax Advantaged Savings Vehicles-- 
IRAs



 

Distributions subject to 
federal income tax 



 

Generally, distributions 
made prior to age 59½ are 
subject to additional 10% 
premature distribution tax



 

Qualified distributions are 
federal income tax free



 

5 year holding requirement, 
and


 

Age 59½


 

Disability


 

First-time homebuyer 
expenses



 

Nonqualified distributions-- 
federal income tax and 10% 
premature distribution tax 
may apply to earnings 
portion

Roth IRAsTraditional IRAs
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Presentation Notes
<CLICK> Distributions from a traditional IRA are subject to federal income tax. However, no tax applies to any portion of a distribution that represents nondeductible contributions made to the IRA. <CLICK>  In addition to income tax, you may have to pay a 10% early withdrawal penalty if you're under age 59½ at the time of the distribution, although a number of exceptions apply.

<CLICK> If you meet certain conditions, your withdrawals from a Roth IRA will be completely free from federal income tax. <CLICK> To qualify, you have to satisfy a five-year holding requirement, and you generally have to reach age 59½ before making the withdrawal. Even if you haven’t reached age 59½, you also qualify for tax-free treatment if you satisfy the five-year holding requirement and you make the withdrawal either because of a disability, or to pay certain first-time home-buyer expenses. 

<CLICK>Even non-qualified distributions from a Roth IRA get special tax treatment: distributions are considered to come from contributions first, and from earnings last. Distributions that represent a return of your Roth IRA contributions are free from federal income tax. After you’ve received all of your contributions back tax free, any further distribution will represent earnings, and will be subject to income tax, and, if you’re under age 59½, to the additional 10% premature distribution tax, unless an exception applies. Note that special rules may apply when a traditional IRA has been converted to a Roth IRA.



Tax Advantaged Savings Vehicles-- 
IRAs

Traditional IRA may make 
more sense if you want to 
lower your tax bill while 
you’re still working and you 
expect to be in a lower tax 
bracket when you retire

Roth IRA may make     
more sense if you want to 
minimize taxes during 
retirement and preserve 
assets for your           
beneficiaries

If you can do both, should you make deductible 
contributions to a traditional IRA or contribute to a 

Roth IRA?
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Presentation Notes
We’ve talked about both traditional and Roth IRAs--but which one should be your first choice? Sometimes, the answer is easy: If you’re not able to deduct contributions to a traditional IRA because of your income, filing status, and the fact that you’re covered by an employer-sponsored retirement plan, you’re better off with a Roth IRA. 

But what if you do qualify to make tax-deductible contributions to a traditional IRA? Should you contribute to a traditional IRA and receive a current income tax deduction, or should you make after-tax contributions to a Roth IRA? 

<CLICK> Most professionals believe that a Roth IRA will give you more bang for your buck in the long run, but it depends on your personal goals, circumstances, and the performance of the investments that you select. A Roth IRA may very well make more sense if you want to minimize taxes during retirement and preserve assets for your beneficiaries.

<CLICK> But, a traditional deductible IRA may be a better tool if you want to lower your current tax bill while you're still working, and you expect to be in a lower tax bracket when you retire. A financial professional or tax advisor can help you pick the right type of IRA for you.

One additional note: You can have both a traditional IRA and a Roth IRA, but your total annual contribution to all the IRAs that you own cannot be more than $5,000 for 2008 ($6,000 if you’re age 50 or older).




Tax-Advantaged Savings Vehicles-- 
401(k) Plans--Pretax contributions
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additional “catch-up” 
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(2008)
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money
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to age 59½ (age 55 in 
some circumstances) are 
subject to additional 10% 
premature distribution tax



 

Additional catch-up amount for employees age 50 and older



 

Normal contribution amount (adjusted for inflation after 2006)
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Presentation Notes
401(k) plans have become one of the most popular types of employer-sponsored retirement plans, and for good reason. If you participate in a 401(k),  you should be taking full advantage by contributing the maximum amount allowed.

In 2008, you can contribute up to $15,500 of your compensation to a 401(k) plan. <CLICK>  If you’re age 50 or older, you can make an additional “catch-up” contribution of $5,000 in 2008. 

Your pretax contributions are not included in your taxable income for the current year, providing an immediate tax benefit. So, if you earn $100,000, but defer $15,500 into a 401(k) plan, you only pay current income tax on $84,500. 

<CLICK> Both contributions and earnings in your 401(k) plan grow tax deferred until withdrawn, which as we’ve seen can make a real difference in the amount you can accumulate for retirement.

<CLICK> Additionally, many employers “match” a portion of contributions. If your employer offers such a match, this is effectively “free money.”

<CLICK> There are few disadvantages to contributing to a 401(k) plan, but you are generally limited to the investment options offered by the plan, and distributions made from a 401(k) plan prior to age 59½ (age 55 in some circumstances) are subject to an additional 10% premature distribution tax, although a number of exceptions apply. In addition, access to funds in your 401(k) plan is generally limited while you’re still employed.



Tax-Advantaged Savings Vehicles-- 
401(k) Plan--Roth Contributions


 
Contributions are after tax



 
Funds grow tax deferred until withdrawn 



 
Total contributions (Roth and pretax) up to 
$15,500 of compensation, $20,500 if age 50 or 
older (2008)



 
Qualified distributions are federal income tax free


 

5 year holding requirement AND 


 

Either age 59½ or disabled


 
Nonqualified distribution--federal income tax and 
10% premature distribution tax may apply to 
earnings portion



 
Treated same as pretax contributions for all plan 
purposes (withdrawal rules, etc.)
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Your 401(k) plan may also allow you to make Roth contributions. Like Roth IRA contributions, Roth 401(k) contributions are made with after-tax dollars, so you don't get an immediate tax savings the way you do with pretax contributions. On the other hand, if you meet certain conditions, the earnings in your Roth 401(k) account are entirely free from federal income tax (any distribution that represents a return of your own contributions is always tax free).
<CLICK> The limits for Roth 401(k) contributions are the same as the limits for pretax 401(k) contributions. That is, $15,500 for 2008, $20,500 if you're age 50 or older. But the limit applies to your total pretax and Roth contributions. For example, you can choose to make $5,000 of pretax contributions and $10,500 of Roth contributions, or split your contributions any other way you wish.
<CLICK> In order for a distribution from your Roth 401(k) account to be tax free, you have to satisfy a five-year holding requirement AND either be age 59½ or disabled when you receive the payment.
<CLICK> If you receive a nonqualified distribution your payment will generally include your own contributions, which are nontaxable, and a pro-rata portion of earnings, which are subject to income tax and a potential 10% premature distribution tax unless you're age 59 ½, or another exception applies.
<Click> Roth 401(k) contributions are treated the same as pretax contributions for all other 401(k) plan purposes. For example, access to your funds is generally limited while you’re still employed, your employer can match your Roth 401(k) contributions, and your plan may allow you to borrow from your Roth 401(k) account.
      
Like IRAs, whether you should make pretax or Roth 401(k) contributions depends on your personal goals, circumstances, and the performance of the investments you select. Not all 401(k) plans allow Roth contributions so check with your 401(k) plan administrator.



Annuities



 

An annuity is an 
investment contract



 

You invest money in return 
for insurer’s promise to 
make payments in future 
(e.g., retirement)



 

Funds grow tax deferred


 

May provide death benefit 
(insurance features such 
as a death benefit  are 
generally accompanied by 
higher costs)



 

No limit on amount you 
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Distributions subject to 
federal income tax on 
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Additional 10% premature 
distribution tax may apply if 
withdrawals made prior to 
age 59½ (exceptions apply)



 

No required minimum 
distributions after age 70½



 

Can elect to convert annuity 
into guaranteed* lifetime 
income stream



 

Typically impose a surrender 
fee in addition to other fees 
and charges

*Guarantees subject to claims-paying ability of insurance company
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While we’re not going to discuss specific investment options, I am going to mention annuities because they’re specifically designed as a way to fund retirement. You probably shouldn’t consider an annuity, though, unless you’re already contributing the maximum to your 401(k) and IRA each year. 

An annuity is an investment contract between you and the annuity provider. Annuities vary when it comes to the details, but they share the same general characteristics:  <CLICK> You invest money (either a lump sum or a series of premium payments) with a life insurance company, and in exchange for your investment, the insurance company promises to make payments to you or to a named beneficiary at some point in the future (for example, upon your retirement). 

<CLICK> Like 401(k)s and IRAs, earnings in an annuity grow tax deferred. However, unlike 401(k)s and traditional IRAs, premium payments are made with after-tax dollars--you don’t get a tax deduction as you might with a traditional IRA. <CLICK> An annuity may provide a death benefit to your heirs, and there’s no limit on the amount you can contribute. Note, however, that insurance features such as a death benefit are generally accompanied by higher costs. <CLICK> When you take distributions from an annuity, you pay tax on the portion that represents earnings. <CLICK> An additional 10% premature distribution tax may also apply if withdrawals are made prior to age 59½, although some exceptions apply.  <CLICK> It’s also worth noting that, unlike 401(k)s and traditional IRAs, you don’t have to start taking required minimum distributions from an annuity after you reach age 70½ .

You generally have a number of options to choose from in terms of how you receive distributions from an annuity. For example, you can typically withdraw funds as you need them, or you can <CLICK> convert the annuity into a guaranteed series of payments that will continue for the rest of your life. (Note, however, that the guarantee is limited to the claims-paying ability of the insurance company.)

<CLICK> Finally, you need to understand that annuities typically impose a surrender fee in addition to other fees and charges.






General Investment Considerations
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Periodically reevaluate
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As I said, we’re not going to talk about specific investment options, but it’s worth taking a few minutes to discuss some general investment considerations relating to retirement planning. 

For most of us, retirement is a long-term goal. This means that, generally, you should be evaluating investments based on their long-term potential. Try not to overact to short-term market fluctuations. 

<CLICK> We all know that there’s a relationship between investment risk and potential investment return. Investing primarily in conservative, fixed-income investments may be appealing because there’s relatively little risk that you’ll lose money.  However, doing so has an opportunity cost--you may miss out on possible higher long-term growth. And there’s a danger that your investments might not sufficiently outpace inflation. Investments such as stocks and mutual funds offer higher growth potential, but with a corresponding increase in risk.

So what should you do? You’ll want to choose an investment mix that will provide you with the rate of return you need to pursue your accumulation goal in the time you have until retirement, while minimizing your overall risk. This means that you should generally opt for a lower-risk investment portfolio with the potential to generate the growth you need, over a portfolio that offers a higher potential return, but at significantly increased risk. In other words, don’t get greedy--don’t risk the retirement you want for the potential to get higher returns that you really don’t need.

In the end, though, the investments you select have to fit your own level of risk tolerance.  And you should try to further reduce your level of risk by diversifying your investments both among investment categories (for example cash vehicles, fixed income investments, and equity investments), and within investment categories (for example large cap stock, small cap stock). Keep in mind, though, that diversification cannot guarantee better investment performance or eliminate the risk of investment losses.
 
<CLICK> Finally, reevaluate on a regular basis, and make adjustments as necessary to keep your retirement plan on track. 

You may find a financial professional invaluable in working through these issues.




Protecting Against Risk--The Role of 
Insurance
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Up to now, we’ve focused on accumulating the funds you’ll need for your retirement. But there’s another very important part of planning for retirement: protecting yourself against the possibility that something will adversely affect your finances and devastate your retirement strategy. Insurance allows you to plan for the unexpected by shifting financial risk to an insurance company.

<CLICK> For most of us, the success or failure of our plan for retirement will depend on our ability to continue to earn a living. If we’re unable to work, our ability to invest for retirement would have to be curtailed. It’s important to protect this primary income source. Disability income insurance can protect financially against the possibility that you’ll be unable to work because of illness or injury, replacing a portion of your lost income.  Similarly, life insurance can play an important part in your family’s overall financial plan. What would the financial impact be on your family if you or your spouse were to die prematurely?  Life insurance can ensure that you and your spouse’s plan for retirement will survive the death of one of you. In addition, permanent life insurance also has a cash value component that can be withdrawn during retirement as a source of funds.

<CLICK> As you approach retirement, you’ll have different insurance concerns: In general, you’re going to want to do everything possible to make sure that you have adequate health insurance coverage. This will be even more critical if you plan on retiring before you qualify for Medicare coverage. In addition, long-term care insurance can help you maintain financial independence by protecting you against the high cost of care should you need to stay in a nursing home for an extended period of time, or should you need in-home care.





Implementing Your Plan



 
Develop your own 
roadmap



 
Start now



 
Invest regularly



 
Purchase appropriate 
insurance coverage



 
Review plan on regular 
basis and adjust 
accordingly
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We’ve reviewed a lot of material over the last half hour. You’re going to want to carve out some time and work through your specific situation to come up with your own roadmap to retirement. What’s important is that you put a well-thought-out plan in place and stick to it.

<CLICK> Start now--we’ve seen that waiting just makes it more difficult to succeed. 

<CLICK> Invest regularly, making full use of tax-deferred retirement vehicles like 401(k)s and IRAs, and choosing investments that have the potential to meet your accumulation goal with minimum overall risk.

<CLICK> Make sure you have adequate insurance coverage. Protect both your health and your assets.

<CLICK> Finally, review your plan on a regular basis, and make adjustments as necessary.  Remember, your retirement destination should determine your roadmap, not the other way around.




Conclusion

I would welcome the 
opportunity to meet 

individually with each of 
you to address any 
specific concerns or 

questions that you may 
have.
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Thank you all for your time. You’ve been a wonderful audience. I would welcome the opportunity to meet individually with each of you to address any specific concerns or questions that you may have.




Disclaimer



 
Neither Forefield Inc. nor Forefield Advisor 
provides legal, taxation, or investment advice. 
All content provided by Forefield is protected 
by copyright. Forefield claims no liability for 
any modifications to its content and/or 
information provided by other sources.      
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March 17, 2009 
 
Arkansas Insurance Department 
1200 West Third St. 
Little Rock, AR 72201-1904 
Attn:  Life & Health Division 
 
 
Re:  Retirement Basics Seminar 
        Our form # ML PP0209 
        NAIC# 68896 
  
Attached you will find a copy of a Retirement Basics Seminar to be used with the 
general public.  This piece has already been reviewed by FINRA – tracking # FR2008-
0159-0151/E and is being submitted for your review. 
 
Please review the material for consistency with applicable standards and do not 
hesitate to contact me with any questions you may have.  I may be reached at (601) 
981-5332, ext. 1946 
 
Sincerely, 
 

 
Amy Wheeler 
Compliance Advertising Specialist 
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